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Compilation and Review Alert — 1997/98
Introduction
The C om pilation a n d  R eview  A lert—1997/98 is a nonauthorita­
tive practice aid designed to help accountants plan and perform 
their 1997 and 1998 compilation and review engagements. It 
clarifies certain existing professional standards, suggests ways of 
im plem enting Statements on Standards for Accounting and 
Review Services (SSARSs) in special circumstances, points out 
pitfalls that frequently occur in compilation and review engage­
ments, and summarizes new professional pronouncements.
Status of the Assembly Exposure Draft and the 
Applicability of SSARS No. 1
What are the latest developments regarding the assembly 
services issue and the applicability of SSARS No. 1?
In September 1995, the Accounting and Review Services Com­
mittee (ARSC) issued an exposure draft of a proposed SSARS en­
titled Assembly o f  F inan cia l S tatem ents f o r  Internal-U se Only. The 
proposed SSARS would permit CPAs to submit financial state­
ments to their clients without having to comply with the require­
ments of SSARS No. 1, C om p ila tion  a n d  R ev iew  o f  F in a n cia l 
Statem ents (AICPA, Professional Standards, vol. 2, A R  sec. 100), if  
distribution of the financial statements were restricted to internal 
personnel. Proponents of the proposal believe that many non­
public entities do not need financial statements that comply in all 
material respects with generally accepted accounting principles 
(GAAP) or an Other Comprehensive Basis of Accounting 
(OCBOA) if  the statements are for internal use only. They believe 
that the requirement to report on financial statements and to 
identify departures from the basis of accounting used adds 
unnecessary time and cost to engagements. Opponents of the 
proposal believe that the proposed SSARS would increase the in­
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cidence of material misstatements in financial statements result­
ing from these engagements because the proposal does not estab­
lish a m inimum  level of adherence to GAAP or an OCBOA. 
They agree that many nonpublic entities may not need financial 
statements that comply in all material respects with GAAP or an 
OCBOA. However, CPAs cannot control the distribution of fi­
nancial statements they submit to their clients, and it is believed 
that many of these statements may be passed on to banks and 
other creditors without a compilation report to inform readers of 
the limitations of the work performed on the statements and the 
deficiencies in them. In addition, opponents of the proposal be­
lieve that the exemption is not needed because existing standards 
provide CPAs with various options for performing less complex 
and less time-consuming compilations.
The AICPA received more than 500 comment letters on this 
highly controversial proposal, and when the ARSC met in Febru­
ary 1996 to discuss the comment letters, committee members 
concluded that they needed additional information about the 
kinds of problems CPAs encounter when performing compila­
tion engagements. To obtain this information, the ARSC sent a 
questionnaire to all the commenters who had written letters in 
support of the exposure draft, called some of those commenters, 
and invited members of the AICPA Small Firm Advocacy Com­
mittee to the M ay 1996 meeting to talk about the problems prac­
titioners are experiencing.
Public Hearing
After extensive discussion, the ARSC decided that the best way to 
obtain ideas about clarifying the applicability of SSARS No. 1 
was to conduct a public hearing. Thus, on August 27 and 28, 
1997, the ARSC conducted a public hearing to hear views on the 
following questions related to the applicability of SSARSs.
• T he S u b m iss io n  Issu e. Can the applicability section of 
SSARS No. 1 be clarified to enable CPAs to determine eas­
ily when they are and are not required to compile financial 
statements? Paragraph 7 of SSARS No. 1 requires CPAs to,
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at a minimum, compile financial statements they “submit” 
to a client or others. Some CPAs would like the definition 
of submission to be clarified, especially in the context of fi­
nancial statements in an electronic format.
• E xem ption F rom  SSARS. Should the applicability section 
of SSARS No. 1 be revised to exempt CPAs from the 
requirement to compile financial statements in certain sit­
uations? For example, existing standards impose no re­
quirement on a CPA to report on financial information 
contained in a tax return, or on personal financial state­
ments included in a written personal financial plan.
• P la in -P ap er  F in a n c ia l S ta tem en ts. Should CPAs be per­
mitted to issue plain-paper financial statements? Plain- 
paper financial statements are statements that a CPA does 
not report on that may be circulated to clients and others. 
The statements do not disclose the identity of the CPA 
who has prepared them or the fact that they have been pre­
pared by a CPA. Some CPAs would like the applicability 
section of SSARS No. 1 to be revised so a CPA would be 
required to compile financial statements only if  he or she 
were engaged to do so.
Nineteen speakers participated in the public hearing. Nine of 
those speakers were present at the hearing and ten participated by 
telephone. Five letters from commenters were received before the 
hearing and were presented to the ARSC by the AICPA staff. The 
ARSC also received five comment letters after the hearing.
There were divergent views as to (1) whether SSARSs should be 
clarified to enable CPAs to determine easily when they are re­
quired to compile financial statements, and (2) whether the ap­
plicability section of SSARS No. 1 should be revised to exempt 
CPAs from the requirement to compile financial statements in 
certain situations.
Table 1 summarizes the views expressed on the proposal to permit 
CPAs to issue plain-paper financial statements.
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TABLE 1
Source o f  In Support o f  Opposed to
Comment P lain-Paper P lain-Paper Total
Participants in the  
hearing
2 1 7 19
Letters received  
before the hearing
1 4 5
Letters received  
after the hearing
1 4 5
Total 4 2 5 2 9
On October 13, 1997, the ARSC met to discuss the views ex­
pressed at the public hearing and to determine what follow-up 
action was required. At that meeting, the ARSC voted to with­
draw the proposed SSARS because —
• It is predicated on restricted distribution of financial state­
ments, and CPAs cannot control the distribution of finan­
cial statements by their clients.
• No objective performance standards apply to assembly 
engagements.
The ARSC also concluded that CPAs should not be permitted to 
issue plain-paper financial statements. Although the ARSC has 
withdrawn the proposed SSARS and concluded that plain-paper 
financial statements should not be permitted, it believes that the 
proposal brought im portant issues to light, which the ARSC 
plans to address through other approaches, such as clarification of 
the applicability of SSARS or specific exemptions from SSARS.
Controllership Issues — What Is Going on in Practice?
Have there been any developments regarding the applicability 
of SSARSs to controllership services?
Many CPAs provide part-time or full-time controllership services 
to their clients. They maintain the accounting books and records,
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prepare financial statements, and perform significant manage­
ment functions for their clients, such as hiring employees, autho­
rizing purchases, investing idle cash, and signing checks. A 
number of these CPAs contend that the services they perform are 
the same as those performed by management and that they are 
really functioning as management. They believe that SSARSs 
should not be applicable to the financial statements they prepare 
because a compilation report is used by an outside accountant to 
report on financial statements that are the representations of an­
other party. Because they are functioning as management, the 
representations in the financial statements are their own represen­
tations, rather than those of another party.
Existing standards do not address this situation, with the excep­
tion of Technical Practice Aid (TPA) No. 9, “Reporting on 
Financial Statements Submitted by Management” (AICPA, Tech­
n ic a l  P ra ctic e  Aids, sec. 9600.22) which provides guidance to 
CFOs who ask whether they may use the standard compilation 
report when reporting on financial statements that they submit 
to their employer. The TPA states, “The compilation report is 
inappropriate. A compilation report is used by an outside ac­
countant to report upon financial statements that are the repre­
sentation of another party, namely, management of a nonpublic 
company—  The CFO, on the other hand, is a part of manage­
ment and is intimately involved in the preparation of the finan­
cial statements.”
At its March 1997 meeting, the ARSC discussed this topic and 
voted to expose for comment a proposed amendment of SSARS 
No. 1 that would preclude a CPA from compiling financial state­
ments for a client if  the CPA performed services that are equiva­
lent to those preformed by management. In current practice, 
ways the standards are interpreted are diverse. Some CPAs who 
provide controllership services to their clients compile the finan­
cial statements they prepare, noting a lack of independence in the 
compilation report. Other CPAs believe that they are exempt 
from the compilation standards in these circumstances. In re­
sponse to this gap in the literature, the ARSC has drafted a pro­
posed amendment of SSARS No. 1 that would codify the ARSC's
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thinking on this issue. Following is a draft of that amendment, 
which the ARSC plans to expose for comment before issuance:
This Statement recognizes that accountants may perform 
services for clients that are equivalent to those ordinarily per­
formed by management. Such services entail making manage­
ment decisions for clients or having the authority to do so. If 
an accountant performs services for a client that entail making 
management decisions for a client or having the authority to 
do so, the accountant would be deemed to be acting as a mem­
ber of the client’s management and would be precluded from 
compiling that clients financial statements covering the period 
during which the accountant performed these services or had 
the authority to do so.
Examples of services an accountant might perform, or have the 
authority to perform, that entail making management deci­
sions for a client are the following:
• Hiring and terminating employees
• Authorizing purchases or expenses
• Signing checks
• Making investment decisions
• Having custody of assets
• Making credit or banking decisions
• Signing contracts
• Serving as an officer or director of an entity
• Serving in a fiduciary capacity, for example, serving as a 
trustee or executor
Applicability of SSARS to Different Engagements
How do SSARSs apply to many of the new types of 
engagements encountered in current practice?
M any CPAs are uncertain about whether the services they per­
form for their clients constitute a submission of financial state­
ments. The term subm ission  o f  f in a n c ia l  sta tem en ts is pivotal in
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SSARS No. 1, because if  an accountant submits financial state­
ments to a client or others, he or she is required to at least com­
pile the financial statements. If a CPA has not submitted financial 
statements, the SSARS is not applicable to the engagement. 
SSARS No. 1 defines the submission of financial statements as 
presenting financial statements to a client or others that the ac­
countant has —
• Generated, either manually or through the use of computer 
software.
• Modified by m aterially changing account classification, 
amounts, or disclosures directly on client prepared finan­
cial statements.
In most situations, the applicability of the SSARS is fairly clear; 
however, the applicability may become blurry in certain situa­
tions, especially those involving computer-generated financial 
statements. Table 2 contains scenarios described and conclusions 
reached by members of the ARSC based on existing standards.
TABLE 2
Is SSARS
Situation No. 1 Applicable? R eference
T he C P A  prepares 
financial statem ents fo r a 
client and attaches them  
to  a tax return . T he  
financial statem ent 
in fo rm ation  correlates 
w ith  the in form ation  
requested on  the tax 
return . T he C P A  gives 
the returns and the 
statem ents to the client, 
w h o subm its them  to the  
taxing authority.
N o Interpretation  N o. 10  o f  
SSA R S N o. 1, Reporting 
on Tax Returns
T he C P A  perform s the 
services described in the  
preceding situation. T he  
client in form s the C P A
No Interpretation  N o. 10  o f  




Situation No. 1 Applicable? Reference
that he o r she intends to  
subm it the tax return  
packet to  parties other 
than the taxing au th o rity
T he C P A  attaches 
in terim  financial 
statem ents to an annual 
tax return . Because the 
financial statem ents are 
fo r a period oth er than  
that covered by  the tax 
return, they w ill n o t be 
subm itted to the taxing  
authority.
Yes Interpretation No. 1 0  o f  
SSA R S N o. 1 assumes the  
in form ation  attached to a 
tax return  correlates w ith  
the in form ation  requested  
in the tax return.
A  client gives client 
prepared financial state­
m ents to a C P A . T he  
C P A  posts adjustm ents  
to  the c lient’s financial 
statem ents in  a w orksheet 
fo rm at (either m anually  
o r using a com puter) to  
reflect the tax closing, 
and carries the adjusted  
balances fo rw ard . T he  
C P A  gives the client the  
financial statem ent w o rk ­
sheet so the client can 
enter the adjustm ents  
in to  his o r her c lient’s 
accounting system  to  
reflect the tax closing.
Yes Paragraphs 7a  and 7b  o f  
SSA R S No. 1
O n  a separate sheet o f  
paper, the C P A  prepares 
adjustm ents to client- 
prepared financial 
statem ents and gives the  
adjustm ents to  the client. 
T he client posts the  
adjustm ents to  the  
financial statem ents and  
sends the adjusted  
financial statem ents to




Situation No. 1 Applicable? Reference
the C P A  fo r his o r her 
consideration.
T he C P A  enters 
adjustm ents to the clients  
financial statem ent 
database using the c lien t's 
com puter, prin ts the 
adjusted financial 
statem ents, and takes the  
financial statem ents w ith  
him  o r her. T he C P A  
does n o t give the 
statem ents to the client. 
T he client has the ability  
to access the adjusted  
financial statem ents by  
view ing them  on the 
com puter m on ito r or 
prin ting  them .
Yes B y causing the com puter 
to  create adjusted  
financial statem ents, the  
accountant has generated  
financial statem ents.
T he C P A  is engaged to  
com pile the c lien t's 
financial statem ents. T he  
C P A  prepares the 
financial statem ents and  
shows them  to the client 
fo r his o r her review. T he  
client o r C P A  notes a 
problem  in the state­
m ents, and the C P A  
adjusts the statem ents and  
shows a revised draft o f  
the statem ents to the 
client. Several additional 
versions o f  the financial 
statem ents are prepared  
fo r the client’s review.
N o, fo r the drafts; yes 
fo r the final financial 
statem ents
In terpretation  N o. 17  
o f  SSA R S  N o. 1, 
Subm itting Draft 
Financial Statements
T he C P A  m eets w ith  the  
clien ts  bookkeeper to  
discuss client-prepared  
financial statem ents. T he  
C P A  notes a prob lem  in





Situation No. 1 Applicable? Reference
the statem ents and  
com m unicates the  
required adjusting entries 
to the bookkeeper, either 
ora lly  o r in w riting, but 
n o t d irectly  on  the client- 
prepared financial state­
m ents. T he bookkeeper 
enters the adjusting  
entries in to  the com puter, 
prints the revised financial 
statements, and shows 
them  to the C PA. T he  
C P A  reads the financial 
statem ents and inform s  
the bookkeeper that no  
fu rther adjustm ents are 
required. T he bookkeeper 
gives the C P A  and the 
client a copy o f  the 
financial statem ents, 
w h ich  the C P A  discusses 
w ith  the client.
T he client sends the C P A  
a com puter disk that 
contains client-prepared  
financial statem ents. T he  
C P A  adjusts the financial 
statem ents on  the disk, 
w h ich  results in revised  
financial statem ents. T he  
C P A  returns the disk to  
the client.
Yes Paragraph 7  o f  SSA R S  
N o. 1
Distribution of Draft Financial Statements
What are a practitioner's responsibilities when a client 
indicates that he or she plans to submit draft financial 
statements to others?
A client may indicate to a CPA that he or she plans to submit 
draft financial statements that the CPA has prepared to a bank or
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other third party, before to the completion of the compilation or 
review engagement. The CPA may have completed a substantial 
portion of the work on the financial, but may be missing certain 
information or may not yet have performed all the required pro­
cedures. The authors of this Alert believe that a CPA should not 
submit draft financial statements to a bank or other third party 
before to the completion of a compilation or review engagement. 
However, Interpretation No. 17 of SSARS No. 1, “Submitting 
Draft Financial Statement” (AICPA, Professional Standards, vol. 2, 
AR sec. 9100.61-.62) indicates that a CPA may submit draft fi­
nancial statements to a client when (1) information needed to 
complete a compilation or review of the financial statements will 
not be available until a later date or (2) to provide a client with 
the opportunity to read and analyze the financial statements be­
fore to their final issuance. The CPA may do this as long as the 
CPA marks the statements with words, such as “Draft-subject to 
change,” and intends to submit final financial statements with an 
appropriate compilation report when the information needed to 
complete the compilation becomes available.
If a client indicates that he or she plans to submit draft financial 
statements to a bank or other third party before the completion 
of the compilation or review, the CPA should inform the client 
that the best course of action is to wait until the compilation or 
review of the financial statements is completed and the work is fi­
nalized. Doing so will provide the financial statement user with 
better information. However, a CPA is not responsible for and 
cannot control the distribution of draft financial statements that 
he or she has submitted to a client.
In the Legal Scene column of the Jou rn a l o f  A ccountancy, Wayne 
Baliga describes a case involving draft financial statements in an 
audit engagement.1 Baliga notes that such actions as haphazardly 
distributing draft financial statements can come back to haunt a 
firm in a malpractice action and that prudent risk management at 
a firm can prevent or reduce the magnitude of a claim. In the case 
cited, two factors prevented a much larger verdict against the
1. Wayne Baliga, “Court Rules on Contributory Negligence,” Journal o f Accountancy. V. 
184, No. 4 (October 1997): Page 24.
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CPA firm: conspicuous labeling of every page of the draft finan­
cial statements with the words “Preliminary draft, for discussion 
purposes only” and its lim ited distribution of the report to se­
lected members of the client’s staff
Consideration of Fraud and Internal Control in a 
Compilation or Review Engagement
What are a practitioner's responsibilities for the 
consideration of fraud and internal control in 
compilation and review engagements?
An accountant is not required to document his or her assessment 
of fraud or gain an understanding of internal control; however, in 
a compilation or review engagement, the client or other users of 
the financial statements may have some expectations that the ac­
countant has responsibilities for fraud or internal control that go 
beyond the requirements of SSARS No. 1. Moreover, with the is­
suance of AICPA Statement on Auditing Standards (SAS) No. 82, 
C onsideration  o f  F raud in  a F in an cia l S ta tem en t A udit (AICPA, 
Professional Standards, vol. 1, AU sec. 316), and SAS No. 78, Con­
sidera tion  o f  In tern a l C on trol in a F inan cia l S ta tem en t A udit: An 
Amendment to Statement on Auditing Standards No. 55, 
(AICPA, Professional Standards, vol. 1, AU sec. 319), many practi­
tioners are unsure of their responsibilities for the consideration of 
fraud and internal control in a compilation or review engagement.
An accountant is not required to plan and perform a compilation 
or review engagement to obtain reasonable assurance about 
whether the financial statements are free of material misstate­
ment, whether caused by error or fraud nor is an accountant re­
quired to gain an understanding of an entity’s internal control 
when conducting a compilation or review engagement. This does 
not, however, relieve the accountant of responsibility if  incorrect, 
incomplete, or otherwise unsatisfactory information comes to the 
accountant’s attention during the engagement.
SSARS No. 1 requires the accountant to obtain additional or re­
vised information if  the accountant becomes aware while con­
ducting a compilation that information supplied by the entity is
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incorrect, incomplete, or otherwise unsatisfactory. The accoun­
tant should perform the additional procedures he or she deems 
necessary to achieve limited assurance that there are no material 
modifications that should be made to the financial statements for 
them to be in conformity with GAAP. Also if  the entity refuses to 
provide additional or revised information, the accountant should 
withdraw from the compilation engagement.
Although management is responsible for the prevention and de­
tection of fraud and the maintenance of internal control, many 
small business clients view their CPAs as part of their manage­
ment team. These clients may have unrealistic expectations and 
may assume that the CPA is doing more than he or she was en­
gaged to do, including detecting fraud and internal control weak­
nesses. If fraud is discovered, the client may blame the CPA for 
failing to communicate internal control weaknesses and, in the 
worst case, may sue the CPA.
Paragraph 8 of SSARS No. 1 states:2
The accountant should establish an understanding with the 
entity, preferably in writing, regarding the services to be per­
formed. The understanding should include a description o f the 
nature and limitations o f the services to be performed and a 
description o f the report the accountant expects to render. The 
understanding should also provide (a) that the engagement 
cannot be relied upon to disclose errors, fraud, or illegal acts 
and (b) that the accountant will inform the appropriate level 
of management o f any material errors that come to his or her 
attention and any fraud or illegal acts that come to his or her 
attention, unless they are clearly inconsequential.
Although a written engagement letter is not required in a compi­
lation or review engagement, the CPA may find such a letter 
helpful to clarify and document the understanding between the 
CPA and the client about the CPA’s responsibility regarding fraud 
and internal control weaknesses. The language illustrated in ap­
pendix C of SSARS No. 1, as amended by SAS Nos. 78 and 82, 
for an engagement letter for a review engagement is as follows:
2. See the appendix of this Alert for conforming changes made to SSARS No. 1 as a re­
sult o f the issuance of SAS Nos. 78 and 82.
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A  review does not contemplate obtaining an understanding 
o f internal control or assessing control risk, testing the ac­
counting records, obtaining corroborating evidential matter, 
or certain other procedures ordinarily performed during an 
audit. Thus, a review does not provide assurance that we will 
become aware o f all significant matters that would be dis­
closed in an audit. Our engagement cannot be relied upon to 
disclose errors, fraud, or illegal acts that may exist. However, 
we will inform the appropriate level o f management o f any 
material errors that come to our attention and any fraud or 
illegal acts that come to our attention, unless they are clearly 
inconsequential.
Similarly, the language illustrated in appendix B of SSARS No. 1 
as amended by SAS Nos. 78 and 82 for an engagement letter for 
a review engagement is as follows:
Our engagement cannot be relied upon to disclose errors, 
fraud, or illegal acts that may exist. However, we will inform 
the appropriate level o f management o f any material errors 
that come to our attention and any fraud or illegal acts that 
come to our attention, unless they are clearly inconsequential.
Language can be added to a compilation engagement letter to in­
dicate that a compilation does not require the CPA to obtain an 
understanding of the entity’s internal control or identify internal 
control weaknesses.
A second way to minimize misunderstandings is to make clear to 
the client his or her responsibility to prevent and detect fraud. An 
effective way to do this is to educate the client as to the impor­
tance of internal control in the prevention of fraud. The CPA is 
then in the position to work with the client in a separate consult­
ing engagement, to improve the client’s internal control. This ex­
ercise results in several benefits for both the CPA and the client. 
One advantage is the client’s increased awareness of the impor­
tance of internal control w ill aid in the design of suitable con­
trols. Controls will result in the reduction of the risk of fraud and 
other errors. In addition, this exercise clarifies management’s re­
sponsibility to prevent and detect fraud thereby reducing the 
CPA’s legal risk. Finally, the CPA has the opportunity to increase
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revenues by offering consulting services to the client, gaining 
knowledge of the client's business and becoming more valuable to 
the client.
Analytical Procedures in a Review Engagement
A review of financial statements consists principally of inquiries 
of company personnel and analytical procedures applied to finan­
cial data. Analytical procedures are evaluations of financial infor­
mation made by a study of plausible relationships among both 
financial and nonfinancial data. A basic premise underlying the 
application of analytical procedures is that plausible relationships 
among data may reasonably be expected to exist and continue in 
the absence of new conditions. Frequently, analytical procedures 
may identify potential material misstatements. The results of an­
alytical procedures should be used as a basis for making addi­
tional inquiries and obtaining additional information. The 
proper use of analytical procedures goes beyond just calculating 
ratios and trends. It entails calculating and analyzing ratios and 
trends, identifying significant fluctuations, and investigating 
their cause.
SSARS No. 1 states that analytical procedures consist of—
1. Comparing financial statements with statements of com­
parable prior period(s).
2. Comparing financial statements with anticipated results, 
if  available (for example, budgets and forecasts).
3. Studying relationships of the elements of the financial 
statements that would be expected to conform to a pre­
dictable pattern based on the entity’s experience.
Three basic types of analytical procedures are—
1. Trend analysis — Studying the change in accounts over time
2. Reasonableness tests — Estimating a financial statement 
amount or the change in an amount from the prior year
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and comparing that amount to the existing financial state­
ment amount
3. Ratio analysis — Studying the relationship between two 
financial statement amounts
W hen analytical procedures identify significant fluctuations 
and lead the accountant to believe that information may be in­
correct, incomplete, or otherwise unsatisfactory, paragraph 30 
of SSARS No. 1, requires the accountant to perform the addi­
tional procedures he or she deems necessary to achieve limited 
assurance that no material modifications should be made to the 
financial statements.
Management Representation Letters in 
Review Engagements
What conditions do practitioners need to consider as they 
obtain management representation letters from their clients?
As part of a review of financial statements, SSARS No. 1 requires 
an accountant to obtain a written representation from his or her 
client confirming the oral representations made to the accoun­
tant. A management representation letter is not required in a 
compilation engagement. Written representations from manage­
ment ordinarily confirm representations made to the accountant, 
and reduce the possibility of misunderstanding.
W ritten representations from management should be (1) ob­
tained for all financial statements and periods covered by the 
accountant’s review report and (2) signed by the current manage­
ment, owner, or manager. An illustrative representation letter for 
a review engagement is found in appendix D of SSARS No. 1. 
The accountant may decide, based on the circumstances of the 
review engagement, that additional matters should be included in 
the letter and that some of the representations included in the il­
lustrative letter are not necessary. In other words, representation 
letters ordinarily should be tailored to include representations 
that are unique to the entity’s business or industry. Certain 
AICPA Audit and Accounting Guides contain illustrative repre­
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sentation letters that include matters that are unique to a particu­
lar industry; therefore, for industries covered by AICPA Audit 
and Accounting Guides, the accountant may want to consider 
representations contained in the guides.
In addition, management generally will include additional repre­
sentations (not unique to a particular industry) that are appropri­
ate when certain conditions exist. Table 3 contains examples of 
such representations.
TABLE 3
Condition Illustrative R epresentation
Significant estim ates and m aterial 
concentrations exist that w h ich  require  
disclosure pursuant to  S tatem ent o f  
Position (SO P) 9 4 -6 ,  Disclosure o f  
Certain S ignificant Risks a n d  
Uncertainties.
W e have no  knowledge o f  concentra­
tions existing at the date o f  the financial 
statem ents that m ake the en tity  
vu lnerab le to the risk o f  a near-term  
severe im pact, that have n o t been  
properly  disclosed in the financial 
statem ents. W e  understand that 
concentrations include individual or 
group concentrations o f  custom ers, 
suppliers, lenders, products, services, 
sources o f  labor o r m aterials, licenses o r 
other rights, or operating areas or 
markets. W e  fu rther understand that 
severe im pact means a significant 
financially disruptive effect on  the  
norm al fu nction ing  o f  the entity.
Financial circum stances are strained, 
requiring disclosure o f  m anagem ent’s 
inten tions and the en tity ’s ab ility  to  
con tinue as a going concern pursuant 
paragraphs 10  and 1 1  o f  SA S  N o. 59 , 
The A uditor’s Consideration o f  an 
Entity’s Ability to C ontinue as a Going 
Concern  (A IC PA , Professional 
Standards, vo l. 1, A U  sec. 3 4 1 ) .
T he financial statem ents disclose all the  
facts (that is, significant conditions and  
events, and ou r plans) o f  w h ich  w e are 
aware th at are relevant to  the en tity ’s 
ab ility  to  con tinue as a going concern.
T he possibility exists that the value o f  
specific significant long-lived  assets o r 
certain identifiable intangibles m ay be 
im paired, and  the recovery o f  their 
carrying costs is uncertain  pursuant to
W e have review ed long-lived  assets 
(and certain  identifiable intangibles to 
be held  and used) for im pairm ent 
w henever events o r changes in  
circum stances have indicated th at the
(continued)
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Condition Illustrative R epresentation
the Financial A ccou nting  Standards 
Board (FASB) Statem en t o f  Financial 
A ccou n tin g  Standards No. 1 2 1 ,  
A ccounting f o r  the Im pairm ent o f  Long- 
Lived Assets a n d  f o r  Long-Lived Assets to 
Be D isposed  of  ( FASB, Current Text, 
vo l. 1, sec. I08 ) .
carrying am oun t o f  its assets m ight not 
be recoverable and have appropriate ly  
recorded the adjustm ent.
M anagem ent intends to, and has the  
ab ility  to , h o ld  to m atu rity  debt 
securities classified as h e ld -to -m atu rity  
pursuant to  FASB Statem ent N o. 1 1 5 ,  
A ccounting f o r  Certain Investm ents in 
D ebt and  Equity Securities (FASB, 
Current Text, vo l. 1 , sec.I80).
D eb t securities that have been classified  
as h e ld -to -m atu rity  have been so 
classified due to  ou r in ten t to  ho ld  
such securities to  m atu rity  and ou r 
ab ility  to  do so. A ll o th er debt 
securities have been classified as 
available-for-sale.
T here is a tem p o rary  decline in  the  
value o f  debt o r equ ity  securities 
pursuant to  FASB Statem ent N o. 1 1 5 .
W e  consider the decline in value o f  
debt o r equ ity securities classified as 
either available-for-sale o r held-to- 
m atu rity  to  be tem porary.
Receivables have been recorded in  the 
financial statem ents pursuant to  
A ccou nting  Research B u lletin  (ARB) 
N o. 4 3 .
Receivables recorded in the financial 
statem ents represent va lid  claims 
against debtors fo r sales o r o th er  
charges arising on  o r before the  
balance-sheet date and have been  
appropriate ly  reduced to their  
estim ated net realizable value.
Excess o r obsolete inventories exist 
pursuant to A R B  No. 4 3 .
W e have reduced excess o r obsolete  
inventories to  their estim ated net 
realizable value.
M ateria l expenditures have been  
deferred.
W e believe that all m aterial expenditures 
that have been deferred to fu ture periods 
w ill be recoverable.
Agreem ents m ay exist to  repurchase  
assets p reviously sold.
A ll agreem ents to repurchase assets 
previously sold have been p roperly  
disclosed.
T here m ay be a loss fro m  sales 
com m itm ents.
W e  have m ade provisions fo r losses 
to  be sustained in  the fu lfillm en t of, 
o r fro m  inab ility  to  fu lfill, any sales 
com m itm ents.
24
In tailoring representation letters, the accountant should avoid 
the use of technical terms and use terms that are understandable 
to the client.
M any clients, due to their limited knowledge of accounting prin­
ciples, are uncomfortable making the representation that the fi­
nancial statements present the financial position, results of 
operations and cash flows of the entity in conformity with GAAP. 
A modification of the language in the illustrative representation 
letter in appendix D of SSARS No. 1 may make these clients feel 
more comfortable about signing the representation letter. The 
modification might be as follows:
1. The financial statements referred to above present the finan­
cial position, results o f operations, and cash flows o f [name o f  
client] in conformity with generally accepted accounting princi­
ples. However, because o f our limited expertise with generally 
accepted accounting principles, including financial statement 
disclosure, we have engaged you to advise us in fulfilling that re­
sponsibility. In connection with the review o f the aforemen­
tioned financial statements, we specifically confirm th a t. . .
It is good practice for the accountant to review the representation 
letter with the client before the letter is signed. This helps to en­
sure that management understands the representations they are 
making and may serve as a “memory jogger” for the client con­
cerning additional important matters that may affect the finan­
cial statements. Discussions with the client may also make them 
feel more comfortable about signing the representation letter by 
familiarizing the client with the purpose and contents of the rep­
resentation letter. This discussion may be facilitated by obtaining 
a copy of the AICPA brochure, The R epresen ta tion  L etter in  a 
SSARS R eview  E ngagem ent, which is designed to explain represen­
tation letters to clients.3
If the accountant requests a representation letter and the client re­
fuses to provide one, the accountant would not normally be in a 
position to issue a review report. In addition, a step-down to a 
compilation is generally not appropriate. SSARS No. 1, paragraph
3. Copies of the pamphlet may be ordered from the AICPA Order Department (Prod­
uct No. 055120HU).
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47, states, “If in an audit or a review engagement a client does not 
provide the accountant with a signed representation letter, the ac­
countant would be precluded from issuing a review report on the 
financial statements and would ordinarily be precluded from issu­
ing a compilation report on the financial statements.”
The Year 2000 Issue
How might the year 2000 issues affect compilation and 
review clients?
On January 1, 2000, at 12:00:01 A.M ., some computer systems may 
begin to deliver wrong answers on date calculations. In fact, appli­
cations that use future dates may fail before January 1, 2000. The 
reason is date calculations for many computer programs use two 
digits instead of four to represent years, such as “97” instead of 
“1997,” to conserve what once was very expensive computer mem­
ory. In these programs, the year 2000 will be represented as “00.” 
Some computer systems may recognize “00” as 1900 and not 2000.
Without corrective action, significant problems may occur in the 
financial functions within an entity. For example, customer bal­
ances that are thirty days past due could be incorrectly aged as 
100 years and one month past due. There could be invoice print­
ing problems, misleading statements, checks that need manual 
adjustments, cash flow interruption, and financial statements and 
subsidiary statements that are improperly dated. Such informa­
tion as credit card expirations, maintenance-timing schedules, 
product creation dates, and subscription renewals may be af­
fected. Even if an entity’s computers are year-2000-compliant, 
noncompliant customers, vendors, or third-party data-processing 
services can affect it. The implications of this computer challenge 
are already being felt. One major credit card company had to re­
call its cards when expiration dates in the year 2000 and beyond 
were rejected by retailers’ systems. Solutions to all these problems 
may come only at great cost. The Gartner Group, an international 
information technology advisory and market research firm, has 
estimated the global costs to make software year-2000-compliant 
to be between $300 billion and $600 billion through 1999.
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The FASB’s Emerging Issues Task Force (EITF) came to a con­
sensus in Issue No. 96-14, A ccoun ting f o r  th e Costs A ssociated w ith  
M od ify in g  C om puter S oftware f o r  th e Year 2000: “External and in­
ternal costs specifically associated with modifying internal-use 
software for the year 2000 should be charged to expense as in­
curred.” The EITF specifically did not address purchases of hard­
ware or software to replace non-year-2000-compliant software or 
impairment or amortization issues relating to existing assets. No 
further EITF discussion is planned.
The AICPA has issued nonauthoritative guidance for practition­
ers relating to the year 2000 issue, available free of charge on the 
AICPA’s Web site (http://www.aicpa.org) and will be available in 
print at the beginning of December. The document provides an 
overview of the year 2000 issue, summarizes the applicable 
accounting and disclosure guidance and practices currently in ef­
fect, and suggests ways that CPAs can help their clients under­
stand the importance of addressing the year 2000 issue.
Practitioners m ay wish to obtain an understanding of their 
clients’ expectations and raise clients’ consciousness and concern 
about this issue. In addition, the accountant may point out that a 
compilation or review engagement is not designed to detect 
whether an entity’s information systems are year-2000-compli­
ant. An appropriate place to document this understanding is in 
the engagement letter. Possible wording may be as follows:
A  compilation (review) o f financial statements conducted in ac­
cordance with SSARSs is not designed to detect whether an en­
tity’s information systems are year-2000-compliant. However, 
we may choose to communicate matters that come to our atten­
tion relating the year 2000 issue for the benefit o f management.
In addition, some practitioners are encouraging private entities to 
disclose the year 2000 issue in notes to compiled or reviewed fi­
nancial statements. Such notes describe the issue and indicate the 
current status of corrective action.
Advising the client and planning ahead may help practitioners 
serve their clients better, deter any potential disputes with the
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client, as well as create an avenue of new business opportunity for 
the accountant. Accountants with systems expertise may be in a 
position to help their clients identify problems. They might dis­
cuss the matter with management and may be able to provide 
consulting services. Because systems projects can span several 
years from the planning stage to the implementation stage, now is 
the time to discuss this problem with clients and consider the 
need for note disclosure in the financial statements.
Additional information relating to the year 2000 issue is available 
on the Internet at the following Web sites:
Year 2000 Home Page
Year 2000 Technical Audit 
Center Page o f Audit Serve






Reporting on an Element of a Financial Statement
A nonpublic entity may wish to engage an accountant to issue a 
compilation or review report on a separate presentation of speci­
fied elements, accounts, or items of a financial statement. Exam­
ples of specified elements, accounts, or items of a financial 
statement may include schedules of rentals, royalties, profit partic­
ipation, or accounts receivable. SSARS No. 1 provides guidance 
concerning the standards and procedures applicable to compila­
tions and reviews of financial statements. Presentations of specified 
elements, accounts, or items of a financial statement do not meet 
the definition of financial statements; therefore, SSARS No. 1 
does not govern this type of engagement. Which standards apply?
SAS No. 62, S p ecia l R eports (AICPA, P ro fe ss ion a l Standards., 
vol. 1, AU sec. 623), provides guidance for reporting on such pre­
sentations if  the engagement is intended to result in the expres­
sion of an audit opinion. SAS No. 7 5, E ngagem en ts to Apply 
A greed- Upon P rocedures to S p ecified  Elements, A ccounts, o r Item s o f  
a F inan cia l S tatem ent (AICPA, Professional Standards, vol. 1, AU 
sec. 622), provides guidance for reporting on the results of apply­
ing agreed-upon procedures to specified elements, accounts, or
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items of a financial statement. SSAE No. 1 provides guidance on 
reporting on such presentations if the accountant is engaged to 
express moderate assurance in a review report.
If the accountant is asked to compile, and therefore provide, no 
assurance on a presentation of a specified element, account, or 
item of a financial statement, the accountant should comply 
with Rule 201: General Standards (AICPA, P ro fess ion a l S tan ­
dard s, vol. 2, ET sec. 201). Rule 201 does not require the 
accountant to report on the presentation; however, there is noth­
ing to preclude the accountant from issuing a compilation report 
on a specified element, account, or item of a financial statement. 
If the accountant chooses to issue such a report, it may follow 
the form of a compilation report as suggested in SSARS No. 1; 
however, the accountant should omit the reference to the 
SSARS. Such a report might be worded as follows:
I (we) have compiled the accompanying (name o f  presentation) 
as o f (date).
A  compilation is limited to presenting information that is the 
representation o f management (owners). I (we) have not au­
dited or reviewed the accompanying {name o f  presentation) and 
accordingly do not express an opinion or any other form o f as­
surance on it.
Representation Letters for the Compilation of Personal 
Financial Statements
W hy might a practitioner want to obtain a 
representation letter from a client when compiling 
personal financial statements?
The term p e r so n a l f in a n c ia l  sta tem en ts  refers to financial state­
ments that present the personal assets and liabilities of an individ­
ual or a family. The term does not include financial statements 
presenting the financial position or results of operations of unin­
corporated businesses, such as proprietorships or partnerships.
CPAs are frequently asked to compile or review personal financial 
statements for use in obtaining credit, income tax planning, estate
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or retirement planning, or for public disclosure by candidates for 
public office. Such statements are clearly w ithin the scope of 
SSARS No. 1, if  the statements are being compiled or reviewed.
SOP 82-1, A ccoun ting a n d  F inan cia l R eporting f o r  P ersonal F inan­
c ia l S tatem ents, is the principal accounting pronouncement that 
addresses the preparation of personal financial statements. The 
SOP establishes the current value basis of accounting as GAAP 
for personal financial statements. The AICPA Personal Financial 
Statements Guide (PFS Guide) contains guidance on the scope of 
work and form of report for audits, reviews, and compilations of 
personal financial statements in accordance with SOP 82-1, and 
also contains a copy of SOP 82-1.
Paragraph 2.03 of the PFS Guide indicates that, ordinarily, an ac­
countant can compile personal financial statements based on a 
clients representations about the estimated current values and the 
amounts of assets and liabilities. Ffowever, when compiling per­
sonal financial statements, the accountant should at least obtain 
an understanding of the methods by which the client determined 
the values and amounts of significant assets and liabilities. The 
accountant should also consider whether the methods are appro­
priate in the light of the nature of each asset or liability.
As discussed in the section of this Alert titled Management Rep­
resentation Letters in Review Engagements, during an engage­
ment, a client will make many representations to the accountant. 
Paragraph 28 of SSARS No. 1 requires only that representation 
letters be obtained from a client in a review engagement: how­
ever, because of the informal nature of most personal financial 
records, some practitioners obtain written representations from 
the client to confirm the oral representations made in personal fi­
nancial statement compilation engagements. A sample of a client 
representation letter for a compilation or review engagement can 
be found in appendix C of the PFS Guide.
AICPA Technical Practice Aids
The staff of the AICPA Technical Information Service responds 
to questions from practitioners on a daily basis. Commonly asked
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questions become a source of Technical Practice Aids (TPAs) that 
are included in the AICPA publication T echn ica l P ra ctice Aids.4 
Thus, many questions asked by practitioners are often answered in 
the TPAs. T echn ica l P ra ctice  Aids contains unofficial views ex­
pressed by the AICPA Technical Information Service, and com­
ments of the Technical Information Service staff should be 
accepted as the personal views of the individuals who offer them. 
Practitioners should consult the AICPA Technical Practice Aids 
(AICPA, Technical P ractice Aids, sec. 9600) for the following TPAs 
that are specifically related to compilation and review services.
TPA No. 1, “C om p iled  F in an cia l S tatem ents N ot Adjusted.” For 
interim financial statements that do not include material adjust­
ments for changes in inventories, prepayments, and accruals, the 
accountant’s report should disclose the specific departures from 
GAAP in a separate paragraph(s).
TPA No. 2, “Inquiries f o r  a R eview  Engagement.” In a review en­
gagement, the accountants professional judgment is paramount 
in selecting appropriate inquiry and analytical procedures. Suffi­
cient inquiries and analytics must be performed to achieve lim ­
ited assurance. Moreover, a review is not a mechanical exercise to 
obtain “yes” or “no” answers to a laundry list of inquiries.
TPA No. 4, “F inan cia l S tatem ents M arked as Unaudited. ” SSARS 
No. 1 requires that each page of the financial statements include 
a reference, such as “See Accountant’s Compilation Report” or 
“See Accountant’s Review Report,” as appropriate. This TPA dis­
courages the use of the reference “unaudited” on each page of the 
financial statements. The term unaud ited  in a private entity set­
ting is somewhat ambiguous; the term covers both reviews and 
compilations.
TPA No. 8, “Supplem entary In form ation .” If supporting schedules 
of balance sheet or income statement accounts are not identified 
as being part of the basic financial statements, they are considered 4
4. Technical Practice Aids is available in both a loose-leaf subscription format and an an­
nual paperback edition format (order number G 10103SM  for a one-year subscrip­
tion in a loose-leaf format; or order number 005056SM  for the annual paperback 
edition).
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supplemental information and should be reported on in accor­
dance with paragraph 43 of SSARS No. 1.
TPA No. 9, “A pplica tion  o f  SSARS 3  to C erta in  C om pan ies Re­
q u ired  to F ile w ith  R egulatory Bodies. "An accountant may use the 
alternative form of compilation report presented in SSARS 
No. 3, C om pila tion  R eports on F in an cia l S tatem en ts In c lu d ed  in  
Certain P rescr ib ed  Forms (AICPA, P rofessiona l Standards, vol. 2, 
AR sec. 300) if  the entity (a privately owned broker or dealer in 
securities) is not submitting financial statements in a prescribed 
form in connection with the actual or contemplated sale or trad­
ing of its own securities.
TPA No. 10, “R eview  o f  F inan cia l S tatem ents In c lu d ed  in  a P re­
s cr ib ed  Form." An accountant may perform a review of the finan­
cial statements included in a prescribed form prepared under a 
tax or cash basis of accounting, provided that SSARS No. 1 (not 
SSARS No. 3) is followed (see Professional Standards, vol. 1, AR 
sec. 100.40).
TPA No. 11, “Computer G enerated F inancia l Statements. "If a client 
directly inputs data via modem from his or her office into the 
CPAs computer and generates financial statements in the clients 
office, the CPA should not report on those financial statements.
TPA No. 12, “Use o f  O th er C om preh en siv e Basis o f  A ccou n tin g  
(OCBOA) f o r  In ter im  F inan cia l S tatem ents a n d  Generally A ccepted  
A ccoun tin g P rin cip les (GAAP) f o r  A nnual F inan cia l Statements.” A 
privately held entity may use OCBOA for interim financial state­
ments and GAAP for annual financial statements.
TPA No. 14, “U n certa in ties/G oin g C on cern  P rob lem s .”  An ac­
countant is not required to modify a compilation or review report 
if  the financial statements appropriately disclose the uncertainty; 
however, an accountant is not precluded from emphasizing an 
uncertainty in a separate paragraph of his or her report.
TPA No. 15, “Consistency. "The accountant is not required to 
modify a compilation or review report if  the financial statements 
appropriately disclose the consistency matter; however, the ac­
countant is not precluded from emphasizing the consistency mat­
ter in a separate paragraph of the report.
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TPA No. 16, “R eferen ce to Accountant's R eport in Notes to F inancia l 
Statem ents.” Notes are an integral part of financial statements. 
Some accountants include a reference to the accountant’s report 
(for example, See Accountant’s Review Report) to the accountant’s 
report on each page of the financial statements, including the 
pages that contain notes to the financial statements. Others be­
lieve that if  the basic financial statements contain a statement in­
dicating that the notes are an integral part of the statements, it is 
not necessary to refer to the accountant’s report on the note pages.
TPA No. 18, “Bank E ngaged a  CPA Firm  to C om pile a  F inan cia l 
S ta tem en t o f  A noth er Entity. ” Although SSARS No. 1 does not 
preclude an accountant from compiling the financial statements 
of one entity when engaged by another entity, this TPA cautions 
the CPA that to compile the financial statements, the accountant 
should possess a general understanding of the nature of the en­
tity’s business transactions, the form of its accounting records, the 
stated qualifications of its accounting personnel, the accounting 
basis on which the financial statements are to be presented, and 
the form and content of the financial statements. Furthermore, if 
the records of an entity are being held by a third party, the ac­
countant may not be able to obtain sufficient relevant data to af­
ford a reasonable basis for conclusions or recommendations in 
relation to any professional services performed as required by rule 
201 of AICPA Rules of Conduct, paragraph 1D.
TPA No. 19, “Issuance o f  an  A udit R eport on F inan cia l S tatem ents 
W hich H ave A lready B een R eview ed.” An accountant may accept 
an engagement to audit financial statements that previously have 
been compiled or reviewed.
TPA No. 20, “Reissuance When N ot Independent. ” If an accountant 
reviews the prior year’s financial statements, while independent, 
and compiles in the current year’s financial statements when inde­
pendence is impaired, the accountant may reissue the report on 
the prior year’s financial statements without modifying the report. 
(See also, SSARS No. 2, R eporting on Comparative F inan cia l State­
m ents [AICPA, Professional Standards, vol. 2, AR sec. 200.12])
TPA No. 21, “In com e Taxes O m itted  on In ter im  F inan cia l S tate­
m ents. ” Conformity with GAAP requires the accrual of income
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tax liabilities in interim  financial statements even though the 
client intends to use year-end tax savings techniques, such as 
bonuses. This TPA presents an example of an accountant’s com­
pilation report that would be appropriate when the client departs 
from this GAAP requirement.
TPA No. 22, “R ep o rtin g  on F in a n cia l S ta tem en ts S u bm itted  by 
M anagem ent. ”It is not appropriate for a corporation’s chief finan­
cial officer (CFO) to submit a compilation report when issuing 
the corporation’s financial statements, because the standard com­
pilation report is appropriate for reporting on only financial 
statements that are the representation of another party. This TPA 
presents an example of a report that might be used by a CFO 
when issuing the financial statements of the corporation.
TPA No. 24, “Issu ing a C om pilation R eport With Substantially All 
Disclosures O m itted  A fter Issu ing a R eport on F inan cia l Statem ents 
C onta in ing Full D isclosure. ” An accountant may issue a compila­
tion report on financial statements with substantially all disclo­
sures omitted if  he or she previously issued an audit, review, or 
compilation report on financial statements with full disclosure 
for the same reporting period.
Statements on Standards for Accounting and Review 
Services (SSARSs) Interpretations
The AICPA Accounting and Review Services Committee issues 
Statements on Standards for Accounting and Review Services, the 
senior technical committee of the Institute designated to issue 
pronouncements in connection with the unaudited financial 
statements or other unaudited financial information of a non­
public entity. Council has designated the AICPA Accounting and 
Review Services Committee as a body to establish technical stan­
dards under rule 202 of AICPA Rules of Conduct.
The staff of the Accounting and Review Services Committee has 
been authorized to issue Interpretations to provide timely guid­
ance on the application of pronouncements of the Accounting 
and Review Services Committee. Members of that committee re­
view Interpretations. An Interpretation is not as authoritative as a
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pronouncement of the Accounting and Review Services Com­
mittee, but members should be aware that they may have to jus­
tify a departure from an Interpretation if  the quality of their work 
is questioned.
The AICPA Technical Information Service frequently fields ques­
tions having fact patterns similar to those addressed in the SSARS 
Interpretations. Following is a summary of SSARS Interpreta­
tions currently in effect.
Interpretations of SSARS 1
Interpretation No. 1, “Omission of Disclosures in Reviewed Fi­
nancial Statements” (AICPA, P rofessiona l S tandards, vol. 2, AR 
sec. 9100 .01-.02), precludes the accountant from accepting an 
engagement to review financial statements that omit substantially 
all the disclosures required by GAAP. This Interpretation gives 
guidance on the reporting implications if an accountant who has 
undertaken to review financial statements subsequently finds that 
the client declines to include substantially all required disclosures.
Interpretation No. 2, “Financial Statements Included in SEC Fil­
ings” (AICPA, P rofessiona l S tandards, vol. 2, AR sec. 9100.03— 
.05), emphasizes the need for professional judgment in deciding 
whether an entity is a public or nonpublic entity for purposes of 
determining the applicability of AR sec. 100.
Interpretation No. 3, “Reporting on the Highest Level of Service” 
(AICPA, Professional Standards, vol. 2, AR sec. 9100.06—.12), re­
quires that if  an accountant provides more than one level of ser­
vice on the same financial statements, the financial statements 
should be accompanied by the accountant’s report that is appro­
priate for the highest level of service provided. This Interpretation 
does not preclude the accountant from using procedures that go 
beyond those required for the level of assurance expressed. Nor 
does this Interpretation require that the accountant “step up” the 
level of his or her report if  the accountant uses procedures that go 
beyond those required for the level of assurance expressed.
Interpretation No. 4, “Discovery of Information After the Date of 
the Accountant’s Report” (AICPA, Professional Standards, vol. 2,
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AR sec. 9100.13-.15), emphasizes the need for professional judg­
ment in determining an appropriate course of action when infor­
mation becomes available after the date of the accountant’s report 
and that information causes the accountant to believe that the 
compiled or reviewed financial statements may be incorrect, 
incomplete, or otherwise unsatisfactory. This Interpretation in­
structs the accountant to consider the reliability of the informa­
tion and the existence of persons known to be relying on or likely 
to rely on the financial statements when making a decision about 
an appropriate course of action.
Interpretation No. 5, “Planning and Supervision” (AICPA, Profes­
siona l Standards, vol. 2, AR sec. 9100.16-.17), clarifies that SAS 
No. 22, P lann in g a n d  Supervision  (AICPA, Professional Standards, 
vol. 1, AU sec. 31) does not apply to compilation or review en­
gagements. However, this Interpretation suggests that the accoun­
tant may wish to consider SAS No. 22 and other references when 
planning and supervising a compilation or review engagement.
Interpretation No. 6, “Withdrawal From Compilation or Review 
Engagement” (AICPA, P ro fe ss ion a l S tandards, vol. 2, AR sec. 
9100.18-.22), identifies circumstances in which it is appropriate 
for an accountant to withdraw from an engagement. Circum­
stances suggested by this Interpretation include those in which 
the nature, extent, and probable effect of GAAP departures or de­
partures from an OCBOA might cause the accountant to ques­
tion whether the departures are a result of the preparer’s intention 
to mislead those who might reasonably be expected to use the fi­
nancial statements. The accountant would also withdraw from a 
compilation or review engagement if  the financial statements are 
not revised after the accountant requests that revisions be made, 
and the client refuses to accept the modified standard report that 
the accountant believes is appropriate.
Interpretation No. 7, “Reporting When There Are Significant 
Departures From Generally Accepted Accounting Principles” 
(AICPA, Professional Standards, vol. 2, AR sec. 9100.23-.26), in­
dicates that a statement in a compilation or review report that the 
financial statements are not in conformity w ith GAAP or an
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other comprehensive basis of accounting” would be tantamount 
to expressing an adverse opinion on the financial statements 
taken as a whole; therefore, an accountant is precluded from 
making such a statement. Such an opinion can be expressed only 
in the context of an audit engagement. This interpretation does 
not preclude the accountant from emphasizing the limitation of 
the financial statements in a separate paragraph of the report. 
This separate paragraph is not, however, a substitute for disclo­
sure of the specific GAAP or OCBOA departures or the effects of 
the departures.
Interpretation No. 8, “Reports on Specified Elements, Accounts, 
or Items of a Financial Statement” (AICPA, P ro fession a l S tan­
dards, vol. 2, AR sec. 9100.27-.28), clarifies that the SSARS 1 re­
porting requirements for a review do not apply to presentations 
of specified elements, accounts, or items of financial statements 
because these presentations do not meet the definition of a finan­
cial statement. This Interpretation refers the accountant to SAS 
No. 75 for guidance on reporting on the results of applying 
agreed-upon procedures to specified elements, accounts, or items 
of a financial statement. SSAE provide guidance on reporting on 
such presentations when the accountant is engaged to express 
moderate assurance in a review report.
Interpretation No. 9, “Reporting When Management Has Elec­
ted to Omit Substantially All Disclosures” (AICPA, Professional 
Standards, vol. 2, AR sec. 9100.29—.30), allows the accountant to 
modify the language in the sample report in paragraph 21 of 
SSARS 1 from “Management has elected to omit substantially all 
disclosures.” However, this Interpretation stresses that the lan­
guage used must clearly indicate that the omission of substan­
tially all disclosures is the entity’s decision, not the accountant’s. 
The Interpretation encourages the use of the language in the sam­
ple report in paragraph 21 of SSARS 1.
Interpretation No. 10, “Reporting on Tax Returns” (AICPA, Pro­
fess ion a l Standards, vol. 2, AR sec. 9100.31—.32), exempts the ac­
countant from compiling the financial information contained in 
a tax return, although the accountant may accept an engagement 
to compile or review on such a presentation.
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Interpretation No. 11, “Reporting on Uncertainties” (AICPA, 
Professional Standards, vol. 2, AR sec. 9100.33—.40), directs the 
accountant to paragraphs 10 and 11 of SAS No. 59, The A uditor’s 
C onsideration o f  an  Entity’s A bility to C ontinue as a G oing C oncern , 
for guidance in evaluating the disclosure of uncertainties. This 
Interpretation does not require the accountant to modify his or 
her report if  uncertainties are appropriately disclosed in the fi­
nancial statements; nor does the interpretation require modifica­
tion of a compilation report on financial statements that omit 
substantially all disclosures required by GAAP, provided the 
report clearly indicates the omission and says that the client’s 
decision to omit the disclosures was not, to the accountant’s 
knowledge, undertaken with the intention of misleading users of 
the statements. The Interpretation suggests, but does not require, 
language that may be used if an accountant wishes to draw atten­
tion to an uncertainty in an emphasis paragraph of a compilation 
or review report.
Interpretation No. 12, “Reporting on a Comprehensive Basis of 
Accounting Other than Generally Accepted Accounting Princi­
ples” (AICPA, P ro fessiona l S tandards, vol. 2, AR sec. 9100.41— 
.45), indicates how the standard compilation and review reports 
should be modified if  financial statements are prepared on an­
other comprehensive basis of accounting.
Interpretation No. 13, “Additional Procedures” (AICPA, Profes­
s ion a l S tandards, vol. 2, AR sec. 9100 .46-.49), permits the ac­
countant to perform additional procedures in a compilation or 
review engagement without requiring the accountant to change 
the engagement level.
Interpretation No. 15, “Differentiating a Financial Statement 
Presentation from a Trial Balance” (AICPA, P ro fess ion a l S tan­
dards, vol. 2, AR sec. 9100.54—.57), identifies the attributes of a 
financial statement and those of a trial balance. It assists an 
accountant in determining whether a financial statement presen­
tation is a financial statement, requiring compliance with the 
provisions of SSARS 1, or a trial balance which does not require 
compliance with the provisions of SSARS 1.
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Interpretation No. 17, “Submitting Draft Financial Statements” 
(AICPA, P ro fessiona l S tandards, vol. 2, AR sec. 9100 .61-.62 ), 
prohibits an accountant from submitting draft financial state­
ments without intending to submit those financial statements in 
final form accompanied by an appropriate compilation or review 
report. This Interpretation requires that draft financial statements 
be so marked and suggests that an accountant document the rea­
sons why he or she intended to submit, but never submitted final 
financial statements, should that situation occur.
Interpretation No. 18, “Special-Purpose Financial Presentations 
to Comply W ith Contractual Agreements or Regulatory Provi­
sions” (AICPA, Professional Standards, vol. 2, AR sec. 9100.63— 
.72), permits an accountant, if  asked to report on special-purpose 
financial statements prepared to comply with a contractual agree­
ment or regulatory provision that specifies a special basis of pre­
sentation, to issue a compilation or review report on those 
financial statements in accordance with SSARS No. 1. The Inter­
pretation describes how to report on presentations based on con­
tractual agreements or regulatory provisions that require a 
financial presentation that (1) does not constitute a complete pre­
sentation of the entity’s assets, liabilities, revenues, or expenses 
but is otherwise prepared in conformity with GAAP or OCBOA 
or (2) uses a prescribed basis of accounting that does not result in 
a presentation in conformity with GAAP or OCBOA.
Interpretation No. 19, “Reporting When Financial Statements 
Contain a Departure From Promulgated Accounting Principles 
That Prevents the Financial Statements From Being M islead­
ing” (AICPA, Professional Standards, vol. 2, A R  sec. 9100 .73-.75), 
addresses Rule 203: Accounting Principles of AICPA Code of 
Professional Conduct which prohibits a member from expressing 
an opinion that financial statements are presented in conformity 
with GAAP if the member is aware that the statements contain a 
GAAP departure. If the statements contain a GAAP departure, 
and the member can demonstrate that due to unusual circum­
stances compliance with GAAP would render the financial state­
ments m isleading, the member can comply w ith rule 203 by 
describing in the report the departure; its approximate effects, if
39
practicable; and the reasons why compliance with GAAP would 
result in misleading statements.
The Interpretation indicates that if  the circumstances contem­
plated by rule 203 exist in a review engagement, the accountant's 
review opinion should be unmodified, but the accountant’s re­
view report should be modified to contain a separate paragraph, 
including the information required by rule 203. The Interpreta­
tion clarifies that rule 203 does not apply to compilation engage­
ments. If the circumstances contemplated by rule 203 exist in a 
compilation engagement, an accountant should follow the guid­
ance in paragraphs 39 through 41 of SSARS for reporting on a 
compilation engagement with a GAAP departure.
Interpretation No. 20, “Applicability of Statements on Standards 
for Accounting and Review Services to Litigation Services” 
(AICPA, P ro fess ion a l S tandards , vol. 2, AR sec. 9100.76—.79), 
clarifies the circumstances under which litigation services are ex­
cluded from the applicability of SSARS.
Interpretation of SSARS 2
Interpretation No. 1, “Reporting on Financial Statements That 
Previously Did Not Omit Substantially All Disclosures” of Inter­
pretations of SSARS 2, Reporting on Comparative Financial State­
ments (AICPA, Professional Standards, vol. 2, AR sec. 9200.01— 
.04), describes the reporting requirements if  financial statements 
that omit substantially all disclosures are compiled from financial 
statements that previously did not omit substantially all disclo­
sures. In this situation, the accountants reference to the previous 
report in the current compilation report should include a descrip­
tion or quotation of any modifications of the previous report and 
any paragraphs emphasizing a matter regarding the previous finan­
cial statements.
Interpretation of SSARS 3
Interpretation No. 1, “Omission of Disclosures in Financial 
Statements Included in Certain Prescribed Forms” (AICPA, Pro­
fess ion a l Standards, vol. 2, AR sec. 9300.01—.03), permits an ac­
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countant who has reviewed the financial statements of a nonpub­
lic entity to issue a compilation report on financial statements for 
the same period that are included in a prescribed form that calls 
for a departure from GAAP.
Interpretation of SSARS 4
Interpretation No. 1, “Reports on the Application of Accounting 
Principles” Interpretation of SSARS 4, Communications Between 
Predecessor and Successor Accountants (AICPA, Professional Stan­
dards, AR sec. 9400.01—.05) refers the accountant to SAS No. 50, 
Reports on th e A pplication o f  A ccounting Princip les (AICPA Profes­
s ion a l S tandards, AU sec. 625), for guidance for the public ac­
countant who has been asked to provide written or oral advice on 
the application of accounting principles to specified transactions.
Interpretation of SSARS 6
Interpretation No. 1, “Submitting a Personal Financial Plan to a 
C lient’s Advisers” of SSARS 6, R eportin g  on  P ersona l F in an cia l 
Statem ents In c lu d ed  in  W ritten P ersonal F inan cia l P lans (AICPA, 
Professional Standards, vol. 2, A R  sec. 9600.01-.032) clarifies that 
developing a client’s personal financial goals and objectives in­
cludes implementing the personal financial plan by the client or 
the client’s advisers because implementing the plan may be con­
sidered the culmination of the process of developing personal fi­
nancial goals and objectives. The Interpretation allows the 
accountant to submit a written personal financial plan, to be used 
by the client or the client’s advisers to implement the personal fi­
nancial plan, w ithout complying w ith the requirements of 
SSARS No. 1, provided the conditions in paragraph 3 of SSARS 
No. 6 exist.
Cash and Income Tax Basis Financial Statements
How should practitioners assess the adequacy of disclosures in 
cash and tax basis financial statements?
Because there is very little authoritative guidance that explicitly ad­
dresses cash or income tax basis financial statements, practitioners
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frequently have difficulty determining which recognition, mea­
surement, and disclosure rules apply to such financial statements.
Views vary on which recognition, measurement, and disclosure 
rules apply to cash, modified cash, and income tax basis financial 
statements. Some practitioners believe that all accounting stan­
dards should be stringently applied to all types of financial state­
ments, regardless of the basis of accounting. Others believe that 
authoritative accounting standards were developed solely for fi­
nancial statements prepared in accordance with GAAP; therefore, 
GAAP standards do not apply to statements prepared on other 
comprehensive bases of accounting.
Paragraph 10 of SAS No. 62, Specia l Reports, requires that finan­
cial statements prepared on a comprehensive basis of accounting 
other than GAAP include a summary of significant accounting 
policies that describes the basis of presentation and how that basis 
differs from GAAP. It also states that when such financial state­
ments contain items that are the same as, or similar to, those in 
statements prepared in conformity with GAAP, similar informa­
tive disclosures are appropriate. To illustrate how to apply that 
statement, paragraph 10 of SAS No. 62 indicates that the disclo­
sures for depreciation, long-term debt, and owners’ equity should 
be “comparable to” those in financial statements prepared in con­
formity with GAAP. It also states that the auditor “should also 
consider” the need for disclosure of matters that are not specifi­
cally identified on the face of the statements, such as (1) related 
party transactions, (2) restrictions on assets and owners’ equity, 
(3) subsequent events, and (4) uncertainties.
The Audit Issues Task Force (AITF) auditing Interpretation of 
SAS No. 82 indicates that the discussion of the basis of presenta­
tion may be brief and that only differences from GAAP need be 
described. Quantifying the differences is not required.
The Interpretation states that if  cash, modified cash, or income 
tax basis financial statements have items for which GAAP would 
require disclosure, the statements should provide either the dis­
closure that would be required for those items in a GAAP presen­
tation or information that communicates the substance of that
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disclosure. That may result in substituting qualitative informa­
tion for some of the quantitative information required for GAAP 
presentations. For example, disclosing the reduction of the prin­
cipal amount of long-term borrowings during each of the next 
five years may not be necessary if the repayment terms are dis­
closed, and disclosing estimated percentages of total revenues, 
rather than amounts, may sufficiently convey the significance of 
certain related party transactions.
The following example illustrates how the Interpretation might 
be applied.
River Place, a general partnership of three individuals, owns an 
office building that is pledged as security for a note payable to 
National Bank. The note requires fixed monthly principal pay­
ments plus monthly interest payments at a rate tied to prime. In 
addition to covenants about the amount of partner distributions, 
the note has a covenant requiring annual audited financial state­
ments. River Place also has a note payable to the same bank that 
is secured by maintenance equipment bought in 19X1.
The bank has always accepted financial statements prepared on 
the basis of accounting that River Place uses to prepare its federal 
income tax returns. Here is some relevant information about 
River Place’s operations:
• Entities that are controlled by the three partners lease space 
in the office building.
• There is a significant, unrelated tenant.
• River Place frequently provides rent-free periods as an in­
centive to attract and retain tenants.
• Increases in certain operating expenses are passed on to the 
tenants through rent increases. Those increases are not tied 
to a specific index or rate.
• As a reserve for improvements, River Place keeps large 
amounts of cash at National Bank in an interest-bearing 
account that is not federally insured.
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• During 19X1, River Place sold a parcel of land adjacent to 
its rental property. Proceeds from the sale consisted entirely 
of cash, which the partnership invested in marketable eq­
uity securities. River Place is looking for suitable additional 
real estate and plans to sell the securities and use the pro­
ceeds to fund most, if  not all, of the cost of the property.
The major sources of the difference between the financial results 
for tax reporting and the results for GAAP are —
• Recognizing rent income under leases with rent-free peri­
ods when the payment is due rather than recognizing the 
income over the lease period.
• Use of a shorter depreciation period for tax reporting be­
cause the building was placed in service before the effective 
date of the Tax Reform Act of 1986.
• Reporting marketable equity securities at cost rather than 
fair value.
The statement of financial position is unclassified, and the land 
sold in 19X1 was previously reported in a separate line item cap­
tioned Investment Land. Some additional relevant financial state­
ment line items are as follow:
• Statements of financial position
-  Marketable equity securities
-  Rental property, less accumulated depreciation of 
$265,000 in 19X1 and $225,000 in 19X0
-  Notes payable to National Bank
• Statements of results of operations
-  Rental income
-  Interest expense
-  Gain on sale of investment land
-  Net gain from sales of marketable equity securities
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Illustrative Notes to Income Tax
Basis Financial Statements
Illustrative Notes to GAAP
Financial Statements
Summary o f  S ignificant 
A ccounting Policies
T he accom panying financial statem ents 
present financial results o n  the basis o f  
accounting th at R iver Place uses fo r  
federal incom e tax reporting. T he basis 
differs fro m  generally accepted  
accounting principles p rim arily  because 
( 1 ) rental incom e is recognized w hen  
due rather than even ly  over the lease 
term s, (2) the periods used to calculate  
depreciation under the straight-line  
m ethod are as prescribed by the Internal 
Revenue C ode rather than estim ated  
useful lives, and (3) m arketable equ ity  
securities are reported  at cost rather 
than fa ir value.
Summary o f  S ignificant 
A ccounting Policies
R ental incom e is recognized even ly  
over the lease term s, and  depreciation  
is calculated using the straight-line  
m ethod.
Nature o f  Operations
R iver Place is a general partnership  and  
leases office space in a bu ild ing  located  
in  S h o rt Pum p, V irg in ia. T he lease 
w ith  one tenant provides approxim ately  
on e-th ird  o f  the rental incom e and  
expires in five years. M ost o f  the  
rem aining leases have base periods o f  
three or five years and o ffer the op tion  
o f  extending the lease fo r  a sim ilar 
period  at m arket rates. Leases often  
have rent-free periods to  attract and  
retain tenants, and increases in  certain  
operating expenses are passed to  
tenants th rough  rent increases. Leases 
w ith  entities con tro lled  b y  the partners 
generate approxim ately 1 0  percent o f  
the partnership ’s rental incom e.
Nature o f  Operations
R iver Place is a general partnership and  
leases office space in a build ing located  
in  Short Pum p, V irgin ia. T he lease w ith  
one tenant provides approxim ately one- 
th ird  o f  the rental incom e and expires 
in  five years. M ost o f  the rem aining  
leases have base periods o f  three o r five  
years and o ffer the op tion  o f  extending  
the lease fo r a sim ilar period at m arket 
rates. C on tin g en t rents to cover 
increases in certain operating expenses 
totaled $ 2 5 ,0 0 0  in  19 X 1  and $ 2 8 ,0 0 0  
in 19 X 0 . R ental incom e from  leases 
w ith  entities controlled  b y  the partners 
totaled $ 8 5 ,0 0 0  in  19 X 1  and $ 8 0 ,0 0 0  
in 19 X 0 . Future rentals due under 
leases in  force at the end o f  1 9 X 1  total 
$ 2 ,3 0 0 ,0 0 0  and are due in  the am ounts 
o f  $ 7 0 0 ,0 0 0  in 19 X 2 , $ 6 5 0 ,0 0 0  in  
19 X 3 , $ 5 5 0 ,0 0 0  in 19 X 4 , and  
$ 2 0 0 ,0 0 0  in both 19 X 5  and 19X 6 .
(continued)
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Illustrative Notes to Income Tax
Basis Financial Statements
Illustrative Notes to GAAP
Financial Statements
Cash Cash
R iver Place keeps substantial am ounts  
o f  cash at N ational B ank un d er an 
in terest-bearing  a c co u n t  th at is n o t 
fed erally  insured b u t is secured by  
govern m ent securities.
R iver Place keeps substantial am ounts  
o f  cash at N ational Bank under an 
interest-bearing account that is n o t  
federally insured bu t is secured by  
governm ent securities. T he m axim um  
losses that cou ld  have resulted from  
that concentration  o f  credit risk were  
$ 1 1 0 ,0 0 0  at the end  o f  1 9 X 1  and  




T he com ponents o f  rental p ro p erty  are: 
19X1 19X0
Land $ 1 7 5 ,0 0 0  $ 1 7 5 ,0 0 0  
B uild ing 4 7 5 ,0 0 0  4 5 0 ,0 0 0  
E quipm ent 4 5 ,0 0 0  2 5 ,0 0 0  
6 9 5 ,0 0 0  6 5 0 ,0 0 0
A ccum ulated
D epreciation 2 6 5 ,0 0 0  2 2 5 ,0 0 0  
$ 4 3 0 ,0 0 0  $ 4 2 5 ,0 0 0
Notes Payable to N ational Bank
A  note w ith  a balance o f  $ 4 8 5 ,0 0 0  at 
the end o f  1 9 X 1  and $ 5 0 9 ,0 0 0  at the 
end o f  1 9 X 0  is payable to  N ational 
B ank in  m o n th ly  installm ents o f  
$ 2 ,0 0 0  plus interest at an annual rate 
o f  prim e plus 1 percent through  
D ecem ber 19 Y 2 , w h en  the rem aining  
principal balance is due. T h e note is 
secured by the rental property, is 
guaranteed by the partners, and lim its  
the am oun t o f  d istributions to  the 
partners. T he rem aining note  payable  
to  N ational B ank has a balance o f  
$ 1 5 ,0 0 0  at the end  o f  1 9 X 1 ,  is secured  
by equ ipm ent purchased during  the 
year, and is payable in m o n th ly  install­
m ents o f  $ 7 5 0 ,  w h ich  includes interest 
at an annual rate o f  9 .5  percent.
Notes Payable to N ational Bank
A n o t e  w ith  a balance o f  $ 4 8 5 ,0 0 0  at 
the end o f  1 9 X 1  and $ 5 0 9 ,0 0 0  at the 
end o f  1 9 X 0  is payable to N ational 
Bank in m o n th ly  installm ents o f  
$ 2 ,0 0 0  plus interest at an annual rate o f  
prim e plus 1 percent through D ecem ­
ber 19Y 2 , w h en  the rem aining principal 
balance is due. T he note is secured by  
the rental property, is guaranteed by the 
partners, and lim its the am oun t o f  
distributions to the partners. T he  
rem aining note payable to  N ational 
Bank has a balance o f  $ 1 5 ,0 0 0  at the 
end o f  1 9 X 1 ,  is secured by equipm ent 
purchased during the year, and is 
payable in m on th ly  installm ents o f  
$ 7 5 0 ,  w hich  includes interest at an 
annual rate o f  9 .5  percent. Principal
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Illustrative Notes to Income Tax
Basis Financial Statements
Illustrative Notes to GAAP
Financial Statements
reduction  o f  the notes totals $ 2 8 ,0 0 0  
in  19 X 2 , $ 3 2 ,0 0 0  in 19 X 3 , $ 2 7 ,0 0 0  
in  19 X 4 , and $ 2 4 ,0 0 0  in both  1 9 X 5 
and 19 X 6 .
Net Gains From Selling Marketable 
Equity Securities
N ot applicable
Net Gains From Selling Marketable 
Equity Securities
Proceeds fro m  the sale o f  m arketable  
equ ity  securities totaled  $ 7 0 ,0 0 0  in  
19 X 1  and yielded gains o f  $ 4 0 ,0 0 0  and  
losses o f  $ 1 5 ,0 0 0 . T he cost o f  securities 
sold was determ ined b y  specific identi­
fication. A t the end o f  1 9 X 1 ,  the m ar­
ketable equ ity  securities w ere recorded  
at their fair value by recognizing a 
separate equ ity  account fo r the gross 
unrealized h o ld ing  gains o f  $ 3 5 ,0 0 0 .
Supplemental Cash Flows Disclosures 
N ot applicable
Supplemental Cash Flows Disclosure
Interest paym ents tota led  $ 5 0 ,0 0 0  in  
19 X 1  and $ 4 6 ,0 0 0  in 19 X 0 . In 1 9 X 1 ,  
non-cash investing and financing  
activities consisted p rim arily  o f  
financing the purchase o f  m aintenance  
equipm ent through a $ 2 0 ,0 0 0  
N ational B ank note. T here w ere no 
such significant activities in 19 X 0 .
Presentation of the Accountant’s Report
Often accountants raise questions about requirements for presen­
tation of their reports. For example, is the CPA firm’s letterhead 
required? Is a manual signature required? Frequently these ques­
tions are not addressed in the professional standards. Some state 
boards of accountancy or regulatory agencies at the state or fed­
eral level may have requirements relating to these matters, so it is 
advisable to check with those bodies.
The professional standards do not require the accountant’s com­
pilation or review report to be printed on the firm’s letterhead.
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However, letterhead adds a level of formality to the presentation. 
If the accountant’s report appears on letterhead, a heading to the 
report is generally not necessary, although one may be used. If the 
accountant’s report does not appear on letterhead, a heading such 
as Accountant’s Report may be beneficial to reduce misunder­
standing about the document.
In General, the accountant’s report should be addressed to the 
owner, manager, board of directors, board of stockholders, or 
each, in a corporate setting. It is also common practice to sign the 
report with the firm’s signature rather than an individual’s signa­
ture, unless the accountant is a sole practitioner. Some state 
boards of accountancy require an individual shareholder’s signa­
ture if  the firm is a professional corporation. Also, some regulatory 
agencies require the individual engagement partner’s signature. 
SSARS No. 1 does not require that the compilation or review re­
port be manually signed. In the absence of other requirements, 
the report may be manually signed, or the signature may be typed, 
computer printed, or stamped with a signature facsimile.
GAAP for Compiled and Reviewed Financial Statements
Although there are different reporting and performance standards 
for compilation, review, and audit engagements, GAAP for com­
piled and reviewed financial statements are the same as those for 
audited financial statements. Footnote 3 of SSARS No. 1 states 
that the GAAP hierarchy presented in SAS No. 69, The M ean in g  
0f  Present Fairly in Conformity W ith Generally Accepted Ac­
counting Principles in  th e In d ep en d en t A uditor’s R eport (AICPA, 
Professional Standards, vol. 1, AU sec. 411), is also applicable to 
compilations and reviews of financial statements performed 
under SSARSs.
An exception to that rule is found in SSARS No. 1, which per­
mits an accountant to compile financial statements that omit 
substantially all the disclosures required by GAAP. If the accoun­
tant compiles such financial statements, he or she issues a special 
compilation report to alert readers to the fact that the disclosures
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have been omitted. An accountant is not permitted to review fi­
nancial statements that omit substantially all the disclosures re­
quired by GAAP.
Because several standard-setting bodies establish GAAP, not a sin­
gle publication contains all the GAAP pronouncements. Each of 
the following publications contains certain pronouncements in­
cluded in the GAAP hierarchy (that is, the must know GAAP).
FASB Original Pronouncements — Accounting Standards
This two-volume set contains the original text of accounting 
pronouncements. It includes FASB Statements of Financial Ac­
counting Standards and Interpretations, Accounting Principles 
Board Opinions, AICPA Accounting Research Bulletins, FASB 
Technical Bulletins, and AICPA Accounting Interpretations. The 
pronouncements are arranged chronologically and the text in­
cludes a topical index (available from the AICPA).
AICPA Technical Practice Aids (Including Statements of Position)
Statements of Position and Practice Bulletins issued by the 
AcSEC are included in this text. This publication also contains a 
selection of nonauthoritative audit, review, compilation, and ac­
counting questions answered by the AICPA’s Technical Informa­
tion Service (available from the AICPA).
FASB Emerging Issues Task Force Abstracts
This text contains a summary of the proceedings of the FASB’s 
EITF. Each abstract summarizes the accounting issues involved 
and the results of the discussion, including any consensus reached 
on the issue (available from the FASB).
FASB Implementation Guides (Qs and As)
Implementation guides are published by the FASB staff and 
provide guidance, in the form of questions and answers, on the 
implementation of FASB Statements. The following implemen­
tation guides are available from the FASB.
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• A G uide to th e Im p lem en ta tion  o f  S ta tem en t 87  on Employers 
A ccoun tin g f o r  Pensions
• A G uide to th e Im p lem en ta tion  o f  S ta tem en t 88 on  Employers' 
A ccoun tin g f o r  Settlem ents a n d  C urtailm ents o f  D efin ed  B en ­
e fi t  P ension Plans a n d  f o r  Term ination B enefits
• A Guide to th e Im p lem en ta tion  o f  S ta tem en t 91 on A ccount­
in g  f o r  N onrefundab le Fees a n d  Costs A ssociated w ith  O rigi­
n a tin g  o r  A cquiring Loans a n d  In itia l D irect Costs o f  Leases
• A G uide to th e Im p lem en ta tion  o f  S ta tem en t 9 6  on A ccount­
in g  f o r  In com e Taxes5
• A Guide to th e Im plem en tation  o f  S tatem ent 106 on Employ­
ers' A ccounting f o r  Postretirem ent B enefits O ther than Pensions
• A G uide to th e Im p lem en ta tion  o f  S ta tem en t 109 on A ccount­
in g  f o r  In com e Taxes
• A G uide to Im p lem en ta tion  o f  S tatem ent 115 on A ccounting 
f o r  C ertain Investm ents in D ebt a n d  Equity S ecurities
Codification of Governmental Accounting and Financial 
Reporting Standards
Practitioners who compile or review the financial statements of 
state and local governmental entities should supplement their 
professional libraries with the C od ifica tion  o f  G overnm en ta l Ac­
co u n t in g  a n d  F in a n cia l R eportin g  S tandards. This text contains 
current authoritative accounting and financial reporting stan­
dards for state and local governmental entities. GASB Statements, 
Interpretations, and Technical Bulletins are included (available 
from the GASB).
AICPA Audit and Accounting Guides
Audit and Accounting Guides summarize the practices applicable 
to specific industries and describe accounting principles and 
audit procedures unique to these industries. The accounting 5
5. FASB Statement No. 96, Accounting for Income Taxes was superseded by FASB State­
ment No. 109, Accounting for Income Taxes (FASB, Current Text, vol. 1, I27)
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guidance included in AICPA Audit and Accounting Guides is in 
the GAAP hierarchy as authoritative GAAP. When an accountant 
compiles or reviews the financial statements of an entity, SSARS 
No. 1 requires that the accountant have or acquire a level of 
knowledge of the accounting principles and practices of the indus­
try in which the entity operates. Although the audit guidance in­
cluded in the Audit and Accounting Guides may not be relevant 
to practitioners performing compilation and review engagements, 
the industry background, accounting guidance, and illustrative fi­
nancial statements that are provided should help accountants ac­
quire knowledge of a specific industry. The following industry 
Audit and Accounting Guides are available from the AICPA:
• Agricultural Producers and Cooperatives (012351SM)
• Airlines (013181SM)
• Banks and Savings Institutions (011175SM)
• Brokers and Dealers in Securities (012177SM)
• Casinos (013148SM)
• Certain Nonprofit Organizations6 (013165SM)
• Colleges and Universities (013323SM)
• Common Interest Realty Associations (CIRAs) (This Au­
dit and Accounting Guide contains a chapter on compila­
tions and reviews of CIRAs.) (012486SM)
• Construction Contractors (012094SM)
• Credit Unions (012044SM)
• Employee Benefit Plans (012335SM)
• Entities With Oil and Gas Producing Activities (012089SM)
• Federal Government Contractors (012436SM)
• Finance Companies (012464SM)
• Health Care Organizations (012429SM)
6. This guide has been superceded by Not-for-Profit Organizations; however, it is still 
applicable in a governmental environment.
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• Investment Companies (012360SM)
• Not-for-Profit Organizations (013166SM)
• Property and Liability Insurance Companies (011919SM)
• State and Local Governmental Units (012056SM)
• Stock Life Insurance Companies (012035SM)
• Voluntary Health and Welfare Organizations7 (012158SM)
The following general Audit and Accounting Guides also may be of 
interest to CPAs performing compilation and review engagements:
• Personal Financial Statements (011133SM)
• Prospective Financial Information (011140SM)
• Use of Real Estate Appraisal Information (013158SM)
Also available from the AICPA, in an integrated CD-ROM with 
a powerful search engine and thousands of links, are AICPA Pro­
fe s s io n a l S tandards, AICPA T echn ica l P ra ctice  Aids, and AICPA 
A udit a n d  A ccoun tin g Guide.
To order AICPA products, call: (800) 862-4272 (menu selection 
#1); write: AICPA Order Department, P.O. Box 2209, Jersey 
City, NJ 07303-2209; fax: (800) 362-5066. To order FASB prod­
ucts, call (203) 847-0700, ext. 10.
Recent GAAP Pronouncements
FASB Statement No. 126, Exemption from Certain Required 
Disclosures about Financial Instruments for Certain Nonpublic 
Entities (an amendment of FASB Statement No. 107)
Statement No. 126 (FASB, Current Text, vol. 1, sec. F25) amends 
Statement No. 107, Disclosures abou t Fair Value o f  F inancia l Instru­
m ents (FASB, Current Text, vol. 1, sec. F25), to make the disclosures 
about fair value of financial instruments prescribed in Statement 
107 optional for entities that meet all the following criteria:
7. Ibid.
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1. The entity is a nonpublic entity.
2. The entity’s total assets are less than $100 million on the 
date of the financial statements.
3. The entity has not held or issued any derivative financial 
instruments, as defined in FASB Statement No. 119, Dis­
c lo su re  a b o u t  D er iv a t iv e  F in a n cia l In strum en ts a n d  Fair 
Value o f  F inan cia l Instrum ents (FASB, C urrent Text, vol. 1, 
sec. F23) other than loan commitments, during the re­
porting period.
This Statement is effective for fiscal years ending after December 
13, 1996. Earlier application is permitted: however, previously 
issued financial statements should not be restated.
FASB Statement No. 129 , Disclosure of Information about 
Capital Structure
Statement No. 129 (FASB, C urrent Text, vol. 1, sec. C24) estab­
lishes standards for disclosing information about an entity’s capi­
tal structure. It applies to all entities. Specifically, the Standard 
requires the entity to explain, in summary form within its finan­
cial statements, the pertinent rights and privileges of the various 
securities outstanding. The Standard lists examples of informa­
tion that should be disclosed, including dividend and liquidation 
preferences, participation rights, call prices and dates, conversion 
or exercise prices or rates and pertinent dates, sinking-fund re­
quirements, unusual voting rights, and significant terms of con­
tracts to issue additional shares. The standard also requires 
disclosure, w ithin the financial statements, of the number of 
shares that would be issued upon conversion, exercise, or satisfac­
tion of required conditions during at least the most recent annual 
fiscal period and any subsequent interim period presented.
This Statement is effective for financial statements for periods 
ending after December 15, 1997. It contains no change in disclo­
sure requirements for entities previously subject to the require­
ments of APB Opinions 10, O m nibus O pinion— 1966, and 15, 
E arnings p e r  Share, and FASB Statement No. 47, D isclosure o f  
Long-Term Obligations.
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FASB Statement No. 130, Reporting Comprehensive income8 
The issuance of Statement No. 130 will affect all clients with for­
eign-currency transactions, m inimum pension liab ility adjust­
ments, and unrealized gains and losses on investments in debt 
and equity securities. Under current accounting standards, these 
components of o th er  com p reh en siv e in com e9 are not included in 
determining net income but are accumulated and reported sepa­
rately as a component of equity.
The new requirement is for all components of com preh en sive in ­
com e, including both those recognized as part of net income and 
those excluded from net income, to be reported in a financial 
statement that is displayed with the same prominence as other fi­
nancial statements. A specific format for that financial statement 
is not required, but the entity must—
• Classify items of o th er com preh en sive in com e  by their nature 
in the financial statement.
• Display an amount representing to ta l com preh en sive in com e  
for the period in the financial statement.
• Display the accumulated balance of o th er com preh en sive in ­
c om e  separately from retained earnings and additional 
paid-in capital in the equity section of a statement of fi­
nancial position.
The Statement includes several examples of acceptable formats.
This Statement is effective for fiscal years beginning after Decem­
ber 13, 1997. Reclassification of financial statements for earlier 
periods provided for comparative purposes is required.
8. The term comprehensive income is defined in FASB Concepts Statement No. 6, Ele­
ments o f Financial Statements (FASB, Original Pronouncements, vol. 2, sec. CON6 ), 
as “the change in equity [net assets] o f a business enterprise during a period from 
transactions and other events and circumstances from nonowner sources. It includes 
all changes in equity during a period except those resulting from investments by 
owners and distributions to owners.”
9. FASB Statement No. 130 uses the term comprehensive income to describe the total of 
all components o f comprehensive income, including net income. The term other 
comprehensive income refers to revenues, expenses, gains, and losses that under GAAP 
are included in comprehensive income but excluded from net income.
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 Other Recent GAAP Pronouncements
FASB Statement No. 127, D eferra l o f  th e E ffective D ate o f  Certain 
P rov ision s o f  FASB S ta tem en t No. 125 an  a m en d m en t o f  FASB 
Statem ent No. 125 (FASB, Current Text, vol. 1, sec. F38), defers for 
one year the effective date of some of the provisions of Statement 
No. 125, A ccoun ting f o r  Transfers a n d  S erv icin g o f  F inancia l Assets 
a n d  Extinguishments o f  L iabilities (FASB, Current Text, vol. 1, sec. 
F38). This Statement provides additional guidance on the types of 
transactions for which the effective date of Statement No. 125 has 
been deferred. All provisions of Statement 125 should continue to 
be applied prospectively, and earlier or retroactive application is 
not permitted.
FASB Statement No. 128, E arnings p e r  Share (FASB, C urren t 
Text, vol. 1, sec. E11), establishes standards for computing and 
presenting earnings per share (EPS) and applies to entities with 
publicly held common stock or potential common stock. This 
Statement simplifies the standards for computing earnings per 
share previously found in APB Opinion 15, Earnings p e r  Share, 
and makes them comparable to international EPS standards. This 
Statement does not apply to nonpublic business enterprises or to 
not-for-profit organizations.
Statement No. 131, D isclosures a b ou t S egm en ts o f  an  E nterprise 
a n d  R ela ted  In fo rm a tion , establishes standards for the way that 
public business enterprises report information about operating 
segments in annual financial statements and requires that those 
enterprises report selected information about operating segments 
in interim financial reports issued to shareholders. It also estab­
lishes standards for related disclosures about products and ser­
vices, geographic areas, and major customers. This Statement 
does not apply to nonpublic business enterprises or to not-for- 
profit organizations.
Proper Accounting for Distributions to Owners
Are there any rules on accounting for distributions to owners?
Practice is diverse regarding the accrual of distributions to owners 
of S corporation and partnership interests. As tax-planning vehi-
55
cles, many S corporations and partnerships make, at year end, 
distributions o f  ca sh  to their equity owners in the amount of the 
anticipated income tax liability that will accrue to the owners as a 
result of their ownership of the shares or partnership interests. 
Often these amounts are accrued in the interim financial state­
ments of the corporation or partnership throughout the year in 
an attempt to match the tax expense to the revenue of the entity.
It is important to realize that these income tax accruals are not an 
expense of the S corporation or partnership, but rather a distrib­
ution of earnings. Furthermore, unless the board of directors de­
clares dividends, the accruals are not a liability of the entity. The 
transaction or event that obligates the entity to pay a dividend is 
the declaration of the dividend by the board of directors. Until 
that event has occurred, the entity is not obligated and has the 
ability to avoid the future sacrifice.
The proper treatment of a distribution to an equity owner in a 
partnership or S corporation would be to record a debit to re­
tained earnings and a credit to a liability at the date of the decla­
ration by the board of directors.
The Internet — An Accountant’s Research Tool
If used appropriately, the Internet can be a valuable tool for 
accountants doing compilation and review work. Through the 
Internet, accountants can access a variety of global business infor­
mation, such as Securities and Exchange Commission (SEC) fil­
ings, professional news, state CPA society information, Internal 
Revenue Service information, software downloads, university re­
search materials, currency exchange rates, stock prices, annual re­
ports, and legislative and regulatory initiatives. Not only are such 
materials accessible from the computer, but they are also available 
at any time, free of charge.
There are some caveats to keep in mind when using the Internet. 
Reliability varies considerably. Some information on the Internet 
has not been reviewed or checked for accuracy; therefore, caution 
is advised when accessing data from unknown or questionable 
sources. Although a vast amount of information is available on
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the Internet, much of it is of little or no value to accountants. Ac­
cordingly, accountants should learn to use search engines effec­
tively to minimize the amount of time browsing through useless 
information. The Internet is best used in tandem with other re­
search tools, believe it is unlikely that sufficient research can be 
conducted solely from Internet sources.
Some Web sites that may provide valuable information to ac­
countants include the following:
Name o f  Site Content In ternet Address
A m erican  Institute  
o f  CPAs
Sum m aries o f  recent 
developm ents at the 
A R S C  and oth er profes­
sional standards-setting  
com m ittees and other 
A IC P A  activities
http://www.aicpa.org
FASB Sum m aries o f  recent 
accounting pronou nce­
m ents and  oth er FASB  
activities
http://www.fasb.org
G overn m enta l 
A ccou nting  
Standards Board
Sum m aries o f  recent 
accounting p ro nou nce­





A n  electronic new sletter 
w ith  topics o f  interest to  
accountants and auditors
http://www.hbpp.com /  
weekup/w eekup.h tm l
C P A net Links to o th er W eb  sites 
o f  interest to CPAs
http://www.cpalinks.com
A ccou n tan t’s H om e Page Resources fo r accountants  
and financial and  
business professionals
http ://ww w.com putercpa.
com
D ouble Entries A  w eekly new sletter on  
accounting and auditing  




In ternet B ulletin  
fo r  CPAs
C P A  too l fo r In ternet 
sites, discussion groups, 
and oth er resources fo r  
CPAs





To order AICPA products, call: (800) 862-4272 (menu selection 
#1); write: AICPA Order Department, CLA 10, P.O. Box 2209, 
Jersey City, NJ 07303-2209; fax: (800) 362-5066. Prices do not 
include shipping and handling.
Technical Hotline
The AICPA Technical Hotline answers members’ inquiries about 
accounting, auditing, attestation, compilation, and review ser­
vices. Call: (800) 862-4272 (menu selection #2).
Ethics Hotline
Members of the AICPA’s Professional Ethics Division answer in­
quiries concerning independence and other behavioral issues re­
lated to the application of the AICPA Code of Professional 
Conduct. Call: (800) 862-4272 (menu selection #4).
AICPA World Wide Web Page
The AICPA World Wide Web pages at http://www.aicpa.org, con­
tains information about proposed standards and recent publica­
tions. It is also the location of the Accountants’ Forum, where 
members of the profession discuss professional and technical issues.
58
  APPENDIX
Conforming Changes to SSARS No. 1 Reflecting 
the Issuance of SAS Nos. 78 and 82
In February 1997, the Auditing Standards Board issued Statement on 
Auditing Standards (SAS) No. 82, Consideration o f  Fraud in a Finan­
cia l Statement Audit (AICPA, Professional Standards, vol. 1, AU sec. 
316). The new standard supersedes SAS No. 53, The Auditors Respon­
sibility to D etect and  Report Errors and  Irregularities (AICPA Profes­
siona l Standards, vol. 1, AU sec. 316), and provides auditors with 
expanded guidance on the consideration of fraud in a financial state­
ment audit. One of the changes introduced by SAS No. 82 is the sub­
stitution of the word fraud for the word irregularities. Here are marked 
sections of Statement on Standards for Accounting and Review Ser­
vices (SSARS) No. 1, Compilation and  Review o f  Financial Statements, 
showing conforming changes that were made to SSARS No. 1 to re­
flect the issuance of SAS Nos. 78 and 82. Added text is underlined. 
Deleted text is struck out.
Conforming Changes in SSARS No. 1 , Paragraph 8
Understanding With the Entity
.08 The accountant should establish an understanding with 
the entity, preferably in writing, regarding the services to be 
performed. The understanding should include a description of 
the nature and limitations of the services to be performed and 
a description of the report the accountant expects to render.
The understanding should also provide (a) that the engage­
ment cannot be relied upon to disclose errors, irregularities 
fraud, or illegal acts and (b) that the accountant will inform the 
appropriate level of management9 of any material errors that 
come to his or her attention and any irregularities fra u d  or ille­
gal acts that come to his or her attention, unless they are clearly 
inconsequential. Examples of engagement letters are presented 
in Appendixes B and C. [As amended by Statement on Stan­
dards for Accounting and Review Services 7, effective for 
periods ending after December 15, 1993. Reports issued or
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reissued after December 15, 1993, should conform with the 
reporting guidance in SSARS 7.]
9 When an irregularity a fraud  or illegal act involves senior management, 
the accountant should report the matter to an individual or group at a 
higher level within the entity, such as the owner/manager or the board of 
directors. [Footnote added by the issuance of Statement on Standards for 
Accounting and Review Services 7, November 1992.]
Conforming Changes in SSARS No. 1 , Appendix B
Compilation of Financial Statements —
Illustrative Engagement Letter
2. We will also... (discussion o f other services).
Our engagement cannot be relied upon to disclose errors, ir­
regularities fraud, or illegal acts, including fraud or defalca­
tions, that may exist. However, we will inform the appropriate 
level o f management o f any material errors that come to our 
attention and any irregularities frau d  or illegal acts that come 
to our attention, unless they are clearly inconsequential.
Our fees for these services...
Conforming Changes in SSARS No. 1 , Appendix C
Review of Financial Statements —
Illustrative Engagement Letter
1. We will review the balance sheet o f XYZ Company as of 
December 3 1 ,  19XX, and the related statements o f income, re­
tained earnings, and cash flows for the year then ended, in ac­
cordance with Statements on Standards for Accounting and 
Review Services issued by the American Institute o f Certified 
Public Accountants. Our review will consist primarily o f in­
quiries o f company personnel and analytical procedures ap­
plied to financial data and we will require a representation 
letter from management. A  review does not contemplate ob­
taining an understanding o f internal control structure or as­
sessing control risk, tests o f accounting records and responses 
to inquiries by obtaining corroborating evidential matter, and 
certain other procedures ordinarily performed during an audit. 
Thus, a review does not provide assurance that we will become
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aware o f all significant matters that would be disclosed in an 
audit. Our engagement cannot be relied upon to disclose er­
rors, irregularities fraud, or illegal acts, including fraud or de­
falcations, that may exist. However, we will inform the 
appropriate level o f management o f any material errors that 
come to our attention and any irregularities fraud  or illegal acts 
that come to our attention, unless clearly inconsequential__
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